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Introduction 
 
Since the 1990s, welfare state reform has been at the core of much of the welfare state research. 
From an analysis of reform pressures, to an understanding of welfare state resilience, to a focus on 
reform trajectories, the literature has highlighted the role of politics, of institutions and of ideas in 
understanding processes and trajectories of reform. This paper aims to contribute to the literature 
on welfare state reform through a different angle, by analysing reform processes through the 
development of specific policy instruments, namely tax expenditures for social purposes (hereafter 
called social tax expenditures, or STEs), which has remained a blind spot in much of the welfare 
state literature.  
Already in 1958, Richard Titmuss had highlighted what he termed the „social division of welfare‟, 
distinguishing between three sources of welfare: social, occupational and fiscal welfare. He noted 
that most scholarship on the welfare state restricted itself to the world of social welfare, that is the 
direct public provision of welfare, failing to note the growing scale and distributive tendencies of 
occupational and fiscal systems – and the ways in which they often ran counter to the distributive 
directions of the social welfare system. While US scholars have highlighted the importance of tax 
expenditures in the American welfare state, in Europe STEs still lie in a largely uncharted 
territory, despite the growing acknowledgement of their significant use, notably through OECD 
research conducted since the late 1990s. 
This paper seeks to test the hypothesis that since the 1990s, in the European context, STEs have 
constituted an important yet understudied part of welfare state reforms. We show through a survey 
of the literature of the past 20 years on welfare state reforms in Europe that while tax expenditures 
are sometimes mentioned in passing in the description of welfare reforms, they are very seldom 
analysed as an important element in the reform process itself. Yet we argue that, due to the 
specificities of this instrument, the development of tax expenditures for social purposes can have 
important consequences on the welfare state.  
Theoretical approach: understanding the role of instruments in the analysis of public policies 
and their reforms 
Much of the literature on welfare state reform emphasizes the role of politics and ideas in shaping 
the reform process, as well as the role of institutions in constraining such processes of reform 
(path-dependency). In their seminal contribution, Streeck and Thelen (2005) have paved the way 
for a more subtle analysis of reform trajectories by highlighting different mechanisms at play that 
lead to incremental institutional change with transformative results. Amongst these mechanisms, 
transformation through ‘layering’, linked to the introduction of new instruments on top of 
traditional ones, has been identified. This attention to the role of policy instruments in processes of 
reform is by no means new. Indeed, changes in policy instruments was one of the dimensions of 
policy reform identified by Peter Hall (1993) who distinguished between three orders of change – 
changes in the overarching goals that guide policy in a particular field; changes in the techniques 
or policy instruments used to attain these goals; and changes in the precise setting of these 
instruments. The renewal and diversification of public policy instruments, not least in relation to 
new forms of governance (amongst which the development of „New Public Management‟), has 
also been in focus for public administration scholars. Despite this, as Lascoumes and Le Galès 
have highlighted, the analysis of the role of policy instruments has by and large remained quite 
peripheral to the understanding of public policy. In fact, “public policy instrumentation and its 
choice of tools and modes of operation are generally treated either as a kind of evidence, as a 
purely superficial dimension […], or as if the questions it raises (the properties of instruments, 
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justifications for choosing them, their applicability, etc.) are secondary issues, merely part of a 
rationality of methods without any autonomous meaning” (Lascoumes and Le Galès, 2007:2).  
This is perhaps even more true of STEs, as the following review of the literature on welfare state 
reform will illustrate. Yet, as Lascoumes and Le Galès (2007) argue, public policy instruments are 
bearers of values, fuelled by specific interpretations of the problem at hand and by precise notions 
of the mode of regulation envisaged. Thus, the types of instruments used, their properties and the 
justifications for these choices may be seen as important tracers of change in both policies and in 
forms of governance and public priorities.  
The role of discreet instruments in processes of welfare reform has been well brought to light by 
Palier (2007) in his analysis of how the introduction of a specific instrument, that of funded 
pensions, has enabled a gradual but profound transformation of the French pension system, 
otherwise described as particularly „frozen‟ in the welfare state literature. Likewise, Pollard (2011) 
has shown how the development of tax expenditures in France has led to a transformation in both 
the norms of public action (based on incentives rather than allocation) and in terms of outcomes 
which include a weakening of the State‟s governing capacity and an increase in social inequalities. 
Thus, tracing the development of a specific instrument, in our case STEs, opens very fruitful 
avenues for developing a subtle understanding of welfare reforms that reflects both normative 
changes in public action and incremental institutional changes with both intended and non-
intended effects. 
In what follows, we draw on the existing literature as well as our own analysis of STEs in Europe, 
and in particular on the example of France, to formulate hypotheses regarding the different ways 
in which STEs can be mobilized in reform contexts. Part I-A defines STEs, situates them in a field 
of related concepts, and provides a literature review of existing scholarly research on the subject, 
mainly developed in the US context. Part I-B presents available data on STEs, and gives an order 
of magnitude of the use of STEs in various policy domains in European countries. Part I-C 
provides a survey of the existing literature on welfare state reforms, showing how fiscal welfare 
instruments represent a largely uncharted dimension of reform analysis. Building mainly on our 
analysis of the French case, Part II formulates some hypotheses regarding the possible reasons for 
the growing use of STEs for welfare and employment purposes. 
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 I- What are social tax expenditures and where do we find them? 
 
A- Defining STEs 
Overlapping concepts in the literature  
Stemming from a legal perspective on taxation, the concept of tax expenditures refers to 
“departures from the normal tax structure (…) designed to favour a particular industry, activity or 
class of persons”, in opposition to the “revenue-raising aspects of the tax” (Surrey and McDaniel, 
1985:3). The term was coined in 1967 by an American taxation scholar, Stanley Surrey, to refer to 
provisions constituting an infringement to the principle of horizontal equality in order to “achieve 
non-tax goals” (Surrey, 1970:705) and which raised issues regarding the fairness of taxation. The 
definition which was finally adopted more widely is of a less normative nature. Examples of tax 
expenditures comprise “permanent exclusion from income, deductions, deferrals from tax 
liabilities, credits against tax, or special rates” (idem). Whatever form they might take, Surrey 
argued, those departures from the tax norm “represent government spending for favoured 
activities of groups, effected through the tax system” (idem) and in that sense they should be 
assimilated to direct government expenditures.  
The concept gave rise to several critiques (see for instance Wildavsky 1985, Prasad 2011). 
Mainly, these revolve around the difficulties in agreeing on the nature of the fiscal norm, a  
necessary preliminary step to grasping tax expenditures as derogations from that norm. These 
definitional issues are still not entirely resolved: no unified accounting system can easily enable 
cross-country comparisons. Yet the concept of tax expenditures is now used both in scholarly 
debates and in practice by governments. Most OECD countries now publish yearly lists of their 
main tax expenditures and the OECD regularly publishes reports updating the available data on 
the subject.  
Since the late 1990s, the OECD also produces data on indirect social tax benefits, under the label 
“tax breaks for social purpose” (or TBSPs, Adema 1997:158), of which there are two types. 
Some “perform the same policy function as transfer payments which, if they existed, would be 
classified as social expenditures”; this is the case, for instance, of fiscal support for families or in-
work tax credits. Another category is made of TBSPs that “are aimed at stimulating private 
provision of benefits” – for instance, favourable tax treatments for private health insurance 
(Adema et al, 2011:29). Since 1997, the OECD publishes updated data on TBSPs every two years. 
Important concerns can be raised regarding the exhaustiveness and the comparability of this data. 
Indeed, they are based on government voluntary declaration, with low (if any) verification, while 
the way governments label and measure tax expenditures varies strongly across country and over 
time. Yet, this work still sheds light on the large variety of policy sectors in which TBSPs are 
found, from family policy, retirement and health care programs, to employment policies, and 
home ownership. It also demonstrates the large diffusion of this policy tool across national 
contexts.  
The neighbouring concept of fiscal welfare was originally defined as the state‟s use of the tax 
system in order to provide subsidies for social purposes. It originates from Titmuss‟s 
comprehensive definition of the welfare state as made of “all collective interventions to meet 
certain needs of the individual and/or to serve the wider interests of society” (Titmuss, 1958:42). 
In this comprehensive acceptation, the welfare state is an aggregation of the three categories of 
social, occupational and fiscal welfare. Titmuss regarded the distinction between direct cash 
payments and tax allowances as purely administrative. Indeed, he argued, both types of 
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instruments provide similar benefits: “the tax saving that accrues to the individual is, in effect, a 
transfer payment. In their primary objectives and their effects on individual purchasing power 
there are no differences in these two ways by which collective provision is made for dependencies. 
Both are manifestations of social policies in favour of identified groups in the population” 
(Titmuss, 1958:45). 
Following Titmuss‟s original insight, scholarship on fiscal welfare developed in various 
directions, including for instance the study of tax breaks for mortgages, income deduction for 
insurance premium, tax-free child allowances, reduced taxation for the elderly, or the study of 
public subsidization of occupational benefits through tax cuts (see Sinfield 1978, Rose 1981, 
Mann 1991, and following, Greve 1994, Kvist and Sinfield 1996, or Ervik 2000).  
Finally, the term “hidden welfare state” was coined by scholars of the American welfare state. It 
was intended to take into account the blind spot of government intervention through “indirect 
tools of social policy such as loans, loan guarantees, and tax expenditures” (Howard, 1997:5) 
which form “the constellation of more indirect or “hidden” government interventions (…) that are 
designed to provide social benefits (…) or shape their private provision” (Hacker, 2002:12). 
“Subterranean” policies (Hacker 2002) characteristic of this hidden welfare state are present in 
sectors like pensions, occupational health insurance, housing, health care, childcare, and income 
support. The main idea that comes with the concept is that analysts commonly underestimate the 
size of the welfare state, while beneficiaries of these tax schemes are often unaware that they are 
in effect receiving public transfers. Yet, the US hidden welfare state is described as substantial and 
growing fast.  
The notions presented above are generally used separately, yet we attempt, for the sake of our 
analysis, to put them on the same theoretical map, and to relate them together taking into account 
their level of generality: Hacker‟s “hidden welfare state” includes the largest range of tools (i.e. 
regulation, incentives, subsidies, payments to private organizations and households). Within the 
hidden welfare state, Titmuss‟s ”fiscal welfare” corresponds to the subpart that is concerned with 
tax instruments only. Adema and OECD‟s TBSPs represent a subset of fiscal welfare instruments, 
because the perimeter of the OECD (which is based on discretionary choices at the country level) 
excludes some policies (especially some employment policies targeting firms which we consider 
to be an important part of fiscal welfare).  
In this article, we refer to our subject of study as social tax expenditures (STEs), i.e. the general 
set of tax expenditures (departures from the fiscal norm) that contribute to social policy
1
; 
defined as such, STEs are an operationalization of the concept of fiscal welfare (Stebbing and 
Spies-Butcher 2010:588). We focus on the area of welfare (comprising both social and 
employment policies) and restrict our analysis to a definite set of policy tools, namely tax 
instruments whose aim is not to raise revenue but to modify, correct, complete, or undo social 
policy., etc. The following graph, based on data on all tax expenditures collected - and harmonized 
to some extent
2
 - by the OECD (OECD, 2010), shows that STEs represent the largest part of tax 
expenditures in almost all countries studied.  
 
                                                          
1 In other words, our perimeter for defining STEs comprises all the tax expenditure that together constitute “fiscal welfare”. 
This perimeter is more extensive than the one that corresponds to the data recorded in the OECD net social expenditure 
database which includes TBSPs.  
2 Most of the limitations highlighted (see below on page 8) concerning the data compiled in Adema et al (2014) apply to the 
data in OECD (2010) as well; yet, for the latter the author proceeded to some reclassification, based on prevailing accounting 
rules in the majority of countries.  
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Source of data: OECD (2010) 
We exclude from the scope of the present article the discussion on the general tax structure (size, 
progressivity and predominance of different types of taxation), as well as the level of taxation of 
social benefits (the claw-back effect). These dimensions are certainly of relevance in order to 
depict and understand national welfare systems, since they determine the economic, distributive 
and political properties of a national welfare system. Social tax expenditures, however, are an 
additional dimension of the analysis, situated at the crossroad between the tax structure and the 
benefit system.  
How are STEs different from direct expenditures?  
Insights from the different streams of literature described above are helpful to determine what 
might constitute the particular characteristics of STEs; they point to the ways in which 
intervention through the tax system could participate to the transformation of welfare states in a 
European context. We build on this literature in the second part of this article in order to formulate 
relevant hypotheses regarding the reform potential of such instruments.  
Tax instruments are described as discreet, less traceable than traditional social welfare 
instruments. This means that democratic and popular scrutiny might be lighter. This might allow 
“policies to pass that would not survive if subjected to the bright light of political scrutiny or the 
cold calculations of accurate budgeting” (Hacker, 2002:44). Indeed, legislative and bureaucratic 
processes of the “hidden welfare state” are described as less constraining than those characterizing 
direct social expenditures (Howard, 1997:30).  
Political processes also appear to be different: the ambiguity that is described as “inherent” 
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(Howard, 1997:11) to tax expenditures means that they can be embraced on multiple grounds. In 
that sense, they are an ideal policy tool to cut deals and reach compromises, because they can be 
framed in many different ways that can suit broader coalitions than traditional “visible” spending. 
Taken together, these elements mean that fewer veto points characterize the policy process in the 
US context when using “hidden welfare” instruments. 
Fiscal welfare is often associated with a privatization logic (Sinfield 2012, Stebbing and Spies-
Butcher 2010). Specifically, when used to foster the development of occupational forms of 
welfare, tax expenditures often end up “altering the balance between public and private power in 
society” (Faricy, 2011:74). Hacker shows that third-party providers empowered through tax 
expenditures are able to mobilize very large resources to maintain these policies from which they 
are benefiting (Hacker, 2002:56). Their position as important providers of jobs mean that these 
interest groups have both the incentive and the means to block threatening policy developments. 
Consequently, introducing social tax expenditures would lead to confining the government to an 
overarching regulatory role in the long run, with private actors playing the role of “sub-
governments” (Hacker, 2002:44).  
Values associated with social tax instruments also differ from traditional social policy values. 
Beyond privatization, tax expenditures are associated with a free-market logic, concepts like 
individual choice or self-reliance (Howard, 1997:11, Ervik, 2000:245). Working through 
individual incentives rather than top-down regulations of social entitlements, they would be a 
better fit with the self-image of the middle class than direct spending (Gilbert and Gilbert, 1989). 
They are described as a “less intrusive, less bureaucratic alternative to government regulations or 
direct expenditures” (Howard, 1997:8).  
These instruments also have particular redistributive effects. Many studies highlight the regressive 
character of tax expenditures. Indeed, progressivity means that upper-income taxpayers generally 
benefit more from tax expenditures (Howard, 1997:31). Thus, a “heavy distributional skew” would 
be distinctive of social tax expenditures (Hacker, 2002:39). According to Titmuss, fiscal welfare 
precisely allows directing state resources towards the well off. Surrey (1970) highlights the 
adverse effect of tax expenditures on equity between taxpayers at the same income level and at 
different income levels. Castles and Obinger (2007) conclude that the use of fiscal welfare favours 
redistribution from poor to rich. Howard states that “means testing in the hidden welfare state 
refers to an abundance and not a shortage of means” (Howard, 1997:34). Beyond this generally 
acknowledged regressive impact, evaluations show more precisely that STEs often benefit the 
middle and upper middle classes most (e.g. Avram 2014; Adema, Fron and Ladaique, 2014; 
Carbonnier and Morel, 2015). This is because tax expenditures reward behaviours that “less 
affluent taxpayers cannot afford to engage in (e.g. owning a home)” (Howard, 1997:31). 
Occupational tax benefits are also more likely to concern workers in large companies, with 
secured employment and above-the-median wages.  
Yet, some tax expenditures are also explicitly targeted at low-income people: in the British 
context, commentators have coined the phrase “redistribution by stealth” to describe Gordon 
Brown‟s large recourse to tax expenditures for social and employment policy (through, e.g. the 
Working Tax Credit, or the Child Tax Credit). The French Prime Pour l‟Emploi, a tax credit 
fostering progressive redistribution is another example. In the US, the implementation of the 
Earned Income Tax Credit (EITC) was the result of party competition for the vote of the working 
poor (Howard, 1997:188).  
Beyond the static description of tax-based social policies and their impact on redistribution, the 
literature also contains elements regarding their potential effects in dynamic reform contexts. For 
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instance, because of their “discreet” nature, they would be an ideal tool for Conservative 
governments to mobilize in a “layering technique” in order to transform well-entrenched policies: 
private programmes, publicly subsidised through tax expenditures, can be discretely added on top 
of direct spending programmes, in order to attract beneficiaries to the new layers and away from 
the former ones. Conservatives thus manage to “curb the demand” for traditional direct spending 
programs. According to Howard, this has been “the general pattern” of social policy making in the 
US in the twentieth century (Howard, 2007:90).   
Social tax instruments could also be mobilized in “starve the beast” (Bartlett 2007) strategies, in 
order to limit the future growth of direct spending programs, through reducing available public 
revenues (Howard, 1997:4). 
Finally, authors notice the ability of tax instruments to develop in autonomous, uncontrolled and 
unpredictable ways (Howard, 1997:189). Once tax expenditures are embedded in the tax code, 
they can be influenced by demographic changes, by other changes in the tax code, by changing 
behaviours, or by the emergence of new social phenomenon, in ways that are largely 
unpredictable. Thus, historical contingencies and unintended consequences could very well be an 
important driver of transformation when using tax expenditures. This is at the root of what 
Howard calls the “growth without advocacy” phenomenon of the hidden welfare state (Howard, 
1997:91).  
These hypotheses have mainly been developed in the American context, and rely on observations 
particular to this context. As argued above, both the descriptive and analytical contents of STEs 
and the way they transform the US welfare state could feed into an analysis of the European case 
in a relevant manner. Yet there are many reasons to think that the European case might be 
different, not least due to the fact that European welfare states are larger, more mature and 
legitimate institutions. Political processes are also very different, with generally fewer veto points 
and less formal opposition to social spending. The ideological direction of reforms in the US and 
Europe cannot be simply assimilated either; thus the use of similar instruments cannot be assumed 
to mean that similar aims are pursued and similar reform logics followed. In that sense, although 
they are useful, conclusions from the US case cannot simply be applied to the European case and 
should be systematically tested. Additionally, new original hypotheses regarding the use of social 
tax expenditures in the particular context of European welfare states reforms need to be 
developed.  
 
B- Where do we find STEs in Europe? An overview of available data  
To the best of our knowledge, the OECD dataset on Net Social Expenditures is the only available 
dataset with detailed, comparative cross-sectorial data on STEs in OECD countries
3
. This dataset, 
compiled by Adema et al. comprises information for 33 countries between 2001 and 2011. 
Information is collected every two years through a questionnaire sent to relevant administrations 
in the 33 countries. This work is extremely useful as it provides us with a first picture of the 
phenomenon in Europe. It allows to substantiate the claim that STEs are present in Europe in 
various domains of welfare policy, and to identify some of the main policy domains in which they 
are prevalent across countries. Yet caution should apply when it comes to using this data for 
descriptive or comparative purposes, in two regards in particular.  
First, there is a good chance that this data captures only a truncated picture of the phenomenon 
                                                          
3 The data in OECD (2010) presented above does not focus on STEs but is concerned with tax expenditures in general.   
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under study. The division of the dataset in three parts (part A is concerned with the direct taxation 
of social benefits, part B documents the indirect taxation of consumption out of benefit income, 
and part C is made of estimations of Tax Breaks for Social Purposes) leads to an underestimation 
of the data on TBSPs, since some STEs such as reduced tax rate on pensions or unemployment 
benefits, or reduced VAT for drugs, might be recorded in part A and B, and therefore are excluded 
from part C. Yet part A and B do not provide estimates of revenue foregone, they record itemized 
tax rates: thus for our purpose of estimating the sums spent on various STEs, the information 
included in parts A and B and excluded from past C is lost. In the same manner, some STEs might 
be already recorded in the OECD social expenditures database (Socx), and thus be excluded from 
part C of the net social expenditure database: this is the case, for some countries (like the United 
Kingdom), of the part of tax credits that is paid out to beneficiaries, and not offset against tax 
liabilities (in many case, this represents the lion‟s share of tax credits). In this way, a significant 
part of STEs is likely to be left out of the picture.  
In part C itself, 27 % of the data is missing; it is not clear whether these missing data points 
correspond to non-answers from national governments, or simply absence of existing estimations 
of the revenue foregone. Some specific STEs are also missing which could potentially be 
included, such as tax breaks for firms intended as incentives for job creation, mortgage-friendly 
policies, or some STEs benefiting firms (for instance exemptions of employers‟ social security 
contributions for contributions to occupational healthcare or pensions plans) when these are not 
compulsory. There is an important variation in the perimeters adopted by national bodies reporting 
to the OECD
4
: thus, missing data are not consistent across countries.  
Second, caution is indeed warranted when using this data in a comparative manner because it is 
likely to be very heterogeneous. This is linked to the method used for data collection, namely a 
questionnaire. This questionnaire leaves a great space for each government‟s discretion when it 
comes to determining what counts as a TBSP and what does not. In particular, it is up to each 
government to determine what constitutes the fiscal norm and what are the derogations to that 
norm. This method of data collection implies that different measuring sticks are applied in 
different countries: not only, as explained above, because of governments‟ discretion and potential 
political arbitrage when deciding what to report or not, but also because the quality of estimates 
and the size of the perimeter adopted is likely to be an increasing function of a country‟s 
familiarity with the concept of tax expenditures. Analyses of longitudinal trends or comparisons 
based on this dataset are likely to be misleading, since an apparent increase in spending on STEs 
in one sector in one country might well be the result of an improved tax expenditure tracking 
system, or an improved estimation method, rather than an actual increase in spending.  
Finally, data on pensions are systematically reported separately, as “memorandum items”, because 
of the OECD‟s own concerns with comparability (since different calculation rules are used in 
different countries).  
For the purpose of this article, thus, this data is best used in a non-comparative way; Adema et 
al.‟s data can be useful in order to give a preliminary picture of the phenomenon in individual 
countries, bearing in mind all the limitations highlighted above, and the fact that this data is likely 
to underestimate the extent of the phenomenon. The following graphs represent STEs as a 
percentage of total social spending (as expressed in OECD Socx) in 9 countries
5
, namely France, 
                                                          
4 Thus, data presented in the two OECD datasets (OECD 2010 and OECD 2014) do not always match.  
5 We chose to present data for these 9 countries in particular for three reasons: first, they allow to get a glimpse of STEs in 
the four main welfare state regimes (namely the Continental, Anglo-Saxon, Nordic and Mediterranean regimes), and to show 
that STEs are present across those regime divisions, albeit in a seemingly different form (although no solid conclusions 
should be drawn based on the data presented here for the reasons explained above). Second, data seem to have been reported 
fairly regularly to the OECD by these national administrations. Third, all of these countries use some form of internal 
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Germany, Ireland, the Netherlands
6
, Norway, Spain, Portugal, the United Kingdom and the United 
States. Amounts of STEs (in millions of national currency) were calculated based on OECD data 
on TBSPs, including data on pensions (since we are not using these graphs for cross-country 
comparisons, methodological concerns regarding comparability do not apply, while concerns 
regarding the incompleteness of the data apply in the same way to data for other policy sectors; 
considering that pensions seem to represent a very large part of spending on STEs in certain 
countries, it seemed more misleading to exclude them than to include them). Longitudinal 
comparisons should not be regarded as intrinsically meaningful either, since they might reflect 
changes in accounting systems or TBSPs‟ perimeter at the national level. We include these graphs 
mainly to substantiate the starting point of this paper, which is that STEs are used, beyond the case 
of the US, in European contexts, for a variety of welfare policy purposes. Please note that a 
specific scale is adopted for each graph: this allows preserving their readability; it is not 
problematic in our perspective, since this data should not be used for cross-country comparisons.  
Source: own calculations based on data from Adema et al. (2014) (amounts in millions of 
national currency), OECD Socx (accessed in January 2016) (total public spending in millions 
of national currency). (See the annex for an explanation on the policy classification used 
here) 
 
 
                                                                                                                                                                                     
reporting system to keep track of these expenditures. We also include data for the US, since it is the dominant reference case 
in the literature. 
6 Data for housing in the Netherlands is missing in the latest version of the OECD dataset; this is likely to represent a 
substantial increase to the data presented here: the implicit subsidy to owner occupier, based mainly on the open-ended 
mortgage interest deduction scheme, was evaluated to represent more than 14 billion euros in 2006 (Conijn, 2008). 
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C- STEs as an understudied dimension of processes of welfare reform in Europe: incidental 
knowledge in the literature  
 
Preliminary inquiries led us to formulate the hypothesis that the use of STEs in European welfare 
states represents an understudied dimension of welfare reforms in European countries. Thus, 
taking a closer look at these instruments might lead to a better understanding of welfare reform 
processes. The claim here is not that these instruments are necessarily new, but rather that their 
role and effects have not been fully acknowledged in the scholarly debate on welfare reforms 
yet. For our hypothesis to hold, it should be possible to find mentions of social tax instruments in 
the literature on welfare state reforms, albeit not accompanied by in depth analyses. In order to 
verify this, we conducted a systematic text analysis using keywords in a sample of books 
representative of this literature (see the annex for details on the method).  
 
We found several hundred occurrences, representing references to STEs in 16 European 
countries, clustered in nine major welfare policy domains. Some of the instruments described 
were implemented as early as the 1970s, while others are very recent. The proportion of 
occurrences by policy domain is illustrated in the following graph. The relevance of this graph is 
obviously limited; it is only a description of our sample of the literature. It can only be useful as 
an indication of the diffusion of those tools across policy domains. It also provides a snapshot of 
the „incidental‟ knowledge of STEs in Europe gathered so far. The term “incidental” is used here 
to highlight the fact that these mentions are almost never accompanied by a specific analysis of 
the instrument mentioned.  
 
 
 
Figure 1: Distribution of occurrences by policy domain in our sample  
(number of occurrences, see annex for more details) 
 
 
From the data collected, we were able to identify several reform trends that seemed particularly 
characteristic of the presence of STEs, across our observations of the literature. STEs are often 
associated with activation reforms, and more precisely reforms implementing “active labour 
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market policies”. STEs are also present in reforms that aim to reduce the cost of labour.  
 
More systematically, we sought to identify ideal-typical reforms making use of STEs in each 
policy sector. A complete table summarizing these findings can be found in the annex. We only 
describe here results concerning the three most represented sectors in our sample, namely 
employment and labour market risks, family policy and childcare, and income support. It should 
be stated clearly again that this identification of typical reforms is not based on a comprehensive 
observation of reality, but is only representative of the incidental knowledge disseminated in the 
literature that we analysed.  
 
In the field of employment and labour market risks polices, two types of reforms could be 
identified. First, STEs are used in reforms that seek to „make work pay‟ by providing wage 
subsidies to low-income earners through income tax credits. The Prime Pour l’Emploi, 
implemented in France in 2001, Working Families Tax Credit in the UK (1997), or 
jobbskatteavdrag in Sweden (2010) are examples of such instruments, which are also mentioned 
in the context of Belgium and the Netherlands. The second typical reform in this sector also aims 
at job creation, but through incentives for employers, namely exemptions of employers‟ social 
security contributions on specific jobs (low-wage jobs, jobs in particular sectors) or specific 
categories of individuals (for instance young or senior jobseekers). Examples of such reforms are 
mentioned in France (1993), in Spain (1994), the Netherlands (1997), Germany (2005, 2009), the 
United Kingdom (2009), Belgium in the late 1990s, or Italy in the 2000s. 
 
In the field of family policy and childcare, the introduction of tax allowances or tax credits for 
families according to the composition of the family and age of its members also emerged from 
the data as a typical reform. In our sample, examples of such reforms were mentioned in the 
context of 1990 Germany, the United Kingdom in 1990 and 1997, Austria in the 1990s, 
Germany in 2010 and Spain in 2011. STEs are also present in reforms favouring the 
development of private providers of childcare services, through tax deductions for external care 
expenditures. Such instruments were used in Austria in the 1970s, in Belgium in the 1980s, in 
France in 1994 and in Germany in 1998 and 2005.  
 
Finally, STEs are used in the sector of income support, not only in the form of in-work tax 
benefits (as already mentioned above), but also through various tax reductions for pensioners 
(Germany in 1990, Spain in the mid-1990s, and in 2008, and Sweden in 2010).  
 
These preliminary findings seem to indicate that STEs are indeed present in several reforms which 
are characteristic of the transformation of European welfare states in the last 20 years (they are 
present at least in those reforms identified above, and potentially in others, which did not emerge 
from our analysis in the literature). This starting point being established, we proceed to the next 
step and formulate more precise hypotheses regarding the ways in which STEs might participate 
in the transformation of the welfare state. In the next part, we lay out some hypotheses as to why 
governments may turn to this type of instrument. In doing so, we shed light on a yet untold 
dimension of the story of welfare state reforms in Europe. 
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II - The uses and possible effects of social tax expenditures in European welfare states 
While the use of social tax expenditures has long been a key feature of the American welfare state, 
European welfare states have traditionally relied on direct budgetary expenditure, whether in the 
form of direct public provision of services or through cash transfers to identified groups
7
. The 
policy rationale for the introduction of STEs in the European context, as well as the impact on the 
structure of the welfare state is thus likely to differ from the US context. 
The budgetary constraints imposed by EU treaties within the framework of the EMU are one 
distinguishing feature of the European context.  High levels of public social expenditure in many 
European countries can be seen as a further constraint on social spending in these mature welfare 
states, reducing the room for manoeuvre to respond to the emergence of new social needs. Such 
budgetary constraints may account for the growing use of STEs since these have often not been 
treated in the same way as direct budgetary expenditures in national accounting systems, at least 
until recently (hypothesis 1). 
STEs may also be understood as part of the modernisation and new politics of the welfare state. 
As our sample shows, STEs seem to be present in the fields of active labour market policy and 
childcare, that is to say, in relation to new social risks (cf. Bonoli, 2005). In this regard, STEs may 
be understood both as a way of responding to these new social risks in a constrained budgetary 
context, but also as a new instrument reflecting new objectives or policy rationale: activation and 
labour cost reduction on the employment side, and minimizing bureaucracy and offering more 
freedom of choice on the social service side (hypothesis 2).  
Further, drawing on the literature on the new politics of the welfare state, one may understand the 
use of STEs as part of an “affordable credit claiming” strategy. Indeed, STEs may appear as a 
comparatively less costly solution as they do not require the setting up of a specific administration 
to handle the benefits. Tax instruments are also more likely to benefit from the support of non-
traditional welfare constituencies, such as employers and Right-wing parties, since the schemes 
they support (such as childcare services and active labour market policies…) aim not at 
decommodifying labour but rather at enabling more people to participate in the labour market. 
Thus they fit in well with the political agenda of activating people rather than keeping them 
dependent on social transfers. STEs may also prove useful in overcoming institutional rigidities as 
the policy process behind tax benefits tends to take place in different arenas, often bypassing 
traditional actors (hypothesis 3). 
Finally, STEs may be seen as a useful tool for shifting resources to the private sector without 
directly dismantling popular public services, and for creating private markets. STEs may thus be 
used in an attempt to “offload” the high cost of mature insurance programs such as pensions and 
healthcare onto the private market. Indeed, nudging and setting default tools through tax 
incentives is one way in which governments can steer public welfare systems towards more 
individual forms of welfare (hypothesis 4). 
Thus, we identify two distinct types of factors which can explain the introduction of STEs in 
European contexts. On the one hand, STEs can be mobilized because of some distinctive intrinsic 
features, which can make them technically attractive under certain circumstances, in the face of 
certain institutional or regulatory constraints. On the other hand, STEs are associated with a 
certain number of policy ideas, values and discourses, which might make them more politically 
                                                          
7 This is not to say that the use of STEs in Europe is a completely new phenomenon: indeed, the use of tax reliefs for 
dependant relatives has been introduced as early as 1944 in Ireland, or 1945 in France. Yet, it is fair to say that despite the 
early built-in of some STEs in the taxation systems, social policy intervention in the second half of the 20th century in 
Europe mainly took the form of direct expenditures.  
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attractive than direct expenditures. Despite the fact that those values are not intrinsic to STEs per 
se, (i.e. direct expenditures could also be designed to enhance those values as well), the fact 
remains that certain types of instrument are empirically more tied to certain policy discourses than 
others. The four hypotheses presented above are linked to both types of factors. In what follows, 
we develop those hypotheses and provide examples of policy reforms to support them. 
 
1. Hypothesis 1: STEs allow bypassing accountability rules in fiscally constrained contexts  
From a theoretical point of view, a government seeking to balance its budget has no reason to 
favour tax expenditures over direct expenditures, as both are theoretically equivalent in terms of 
increasing a deficit. Additionally, European treaties (Maastricht Treaty, TSCG) are concerned 
with overall levels of fiscal (im-)balance, not by absolute levels of expenditure and/or revenue. 
However, in practice, there could be several good reasons for policymakers to use tax 
expenditures when the fiscal constraint on public spending is strong.  
First, the formal control of public expenditures is often stronger than the control of the overall 
balance. In France, the yearly voted budgetary bill includes a binding ceiling of public 
expenditures. When expenses end up exceeding that ceiling, a corrective bill has to be voted 
before additional expenses can be paid (otherwise the last claimants will not perceive their 
benefits). In contrast, the level of tax revenue underwritten in the budgetary bill has the legal 
status of a mere prevision (since it is conditional on the government‟s economic hypotheses). 
Consequently, if tax expenditures happen to be much costlier than expected, their unforeseen cost 
will not entail any automatic reaction and the tax credit will benefit each eligible taxpayer 
fulfilling the requirements.  
Second, the monitoring of tax expenditures is often incomplete. Some cases of “departure from the 
fiscal norm” are not recorded as tax expenditures and their cost is not properly assessed on a 
regular basis (this is typically the case for exemptions, and especially for social security 
contribution exemptions). More generally, the quality of estimations (both ex ante and ex post) is 
uneven. An appendix to the French budgetary bill (“Voies & Moyens Tome II”) indicates a value 
for each recorded tax expenditure, and adds a qualitative indication of the estimation, which 
ranges from “excellent”, “reliable”, to “estimates”; some of the tax breaks are reported with a cost 
of “” (i.e. negligible) whereas in other cases the cost is simply “not reported”. In 2009, more than 
half of the tax expenditures were not evaluated. In 2010, only “estimates” were available for a 
large number of tax expenditures (Pollard, 2011). Moreover, the estimated cost of tax expenditures 
is often exactly the same from year to year (which indicates that neither the effect of economic 
activity nor the effects of inflation have actually been taken into account in the assessment). 
Consequently, the skyrocketing cost of a tax expenditure may well remain unnoticed for a while 
(several years); in such case, the revenue loss will be considered lost in the vast gap between tax 
prevision and tax collection. In contrast, the traceability of public expenditures is excellent: the 
unforeseen drift of a social benefit cannot remain unaddressed for more than a few months. This 
characteristic may lead to an underestimation of the cost of tax expenditures, which makes them 
easier to vote in Parliament. In France in 2003, the right-wing led government implemented a 
pension reform, which main purpose was to balance the pension system in the long term. All 
measures of this reform had thus to be examined ex-ante to estimate their budgetary impact. 
However, one scheme included in the reform had no estimated cost attached: a social security 
contribution exemption for employers subscribing to certain types of occupational private 
pensions on behalf of their employees. 
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Finally, tax expenditures are likely to constitute loopholes in government‟s hand-tying devices, 
supposed to ensure budget balancing. In 2003, France implemented a rule stating that the real 
value of central government expenditures (excluding interest payments) should not grow from one 
year to the other (this is called the “zero volume” norm). This rule is reinforced by the fact that the 
European Commission, which theoretically only looks at the deficit size, pays in practice a 
particular attention to the total amount of public expenditures (notably through the European 
Semester budgetary review procedure). Thus French policymakers have to deal with a binding 
ceiling on total expenditures. This ceiling is even precisely distributed within the thirty “Missions” 
constituting the total budget: each has a binding credit ceiling that neither the minister in charge 
nor MPs have the power to overcome. In this institutional context, tax expenditures appear as the 
typical loophole: as the rule is only formally concerned with expenditures, and not with revenue, 
tax expenditures are technical devices that allow policymakers to reinforce the means of public 
interventions, without formally breaking the expenditure ceiling.  
 
2. Hypothesis 2: STEs participate in the endeavour to modernise the welfare state 
Our survey of the literature indicates that tax expenditures have been used across Europe in the 
fields of labour market policy, as well as family and childcare policy, that is to say in relation to 
what has been termed „new social risks‟. The use of tax expenditures in these areas can be 
understood as offering room for manoeuvre for governments to respond to these new needs in a 
context of budgetary austerity since such expenditures, as we have seen, do not need to be 
accounted for in as strict a way as direct budgetary expenditures.  
Tax expenditures also seem to fit well with the dominant drive towards „individualisation‟ and 
„free choice‟, which seem to constitute the new horizons of social policy. With respect to childcare 
for example, tax expenditures enable parents to purchase the types of services they wish between 
competing providers, rather than imposing a „one-size fits all‟ public childcare service for 
instance. This does not mean that STEs are more technically prone to enhance free choice: “cash-
for-care” schemes for instance take the form of a benefit (i.e. a direct expenditure), which in effect 
allows the dependent elderly or disabled people to exercise free choice when purchasing care 
services. Still, STEs seem to be more strongly associated with the new social policy repertoire 
described above. They can be used to foster the development of a promotion of a variety of non-
state service providers which development is associated with the drive towards free choice. 
STEs can also be mobilized to provide incentive towards a desired behaviour, in a seemingly less 
interventionist way than direct expenditures do: tax breaks linked to the number of children in the 
family can be seen as a way to encourage fertility for example; mortgage deductions are 
dependent on purchasing a home; tax credits on household services are intended to encourage the 
development of the household services sector, etc. 
In the field of labour market policy, tax expenditures are mobilized to the purpose of „activation‟ 
and of „making work pay‟. According to Clegg tax expenditures introduced under New Labour 
precisely aimed at signalling that “recipients of in-work support had a different, and superior 
standing to recipients of „welfare‟” (Clegg, 2015:10). 
 
3. Hypothesis 3: STEs are part of the new politics of the welfare state 
 a. Affordable credit claiming 
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Tax expenditures might be easier and, at first sight, cheaper to implement, as they do not 
necessitate the setting up of a specific bureaucracy to examine claimants‟ applications and to 
manage the payments. Beneficiaries simply indicate in their tax file the deductions or reductions 
they are entitled to (for instance for the purchase of childcare or household services). Likewise, 
income support for low-wage earners is handled by the tax authorities rather than a social service. 
STEs may thus offer the possibility for “affordable credit claiming” (Pierson, 2001). 
Additionally, in a context of fiscal austerity, tax expenditures might allow governments to appear 
as more „responsible‟, by enacting policies that can be portrayed as tax cuts rather than increased 
spending. Thus, using STEs “allowed New Labour to be modestly expansionary while still 
respecting (…) their 1997 election pledge (…) to remain within the very tight spending plans of 
their Conservative predecessors” (Clegg, 2015:9). In other words, it allowed New Labour to 
appear “responsible”, even according to Conservative standards. More generally, because no 
additional layer of administration is necessary for tax expenditures to be implemented, the use of 
STEs can be portrayed as part of a larger effort to make the welfare bureaucracy leaner and more 
efficient.  
 b. Less political resistance and potential for cross party alliance 
Because tax expenditure schemes often aim at activation (rather than decommodification), and 
participate in the promotion of a variety of non-state service providers, such schemes are likely to 
benefit from the support of non-traditional welfare constituencies, such as employers and Right-
wing parties. As such, it would be possible to achieve broader support coalitions for such policies 
than for traditional policies based on direct budgetary spending, particularly as these tax 
instruments can appeal differently to different political actors (as can be seen from the fact that 
both Right- and Left-wing governments have made use of them, albeit with – at least in some 
cases - different distributive aims
8
).  
Tax instruments might also be naturally less prone to political conflict than traditional social 
policy instruments. Because they are seldom recognized as social benefits, tax expenditures do not 
mobilize the same public attention as direct social expenditures. This means less public scrutiny 
and debate, less media exposure, and thus potentially less conflict. In France, tax subsidies for 
employers contributing to private health insurance plans were legally modified in 2003. This was 
barely noticed by commentators and did not trigger debate or opposition, while at the same time 
the general law on pensions was generating public outrage. Yet, the cost of this exemption is far 
from negligible: the order of magnitude amounts to at least 7 billion euros (0.3 points of GDP) 
(Zemmour 2013). 
 c. Overcoming institutional rigidities  
Tax expenditures are discussed in specific institutional arenas (the ones traditionally used for tax 
policy discussions) which are different from the traditional social policy arenas, notably because 
the actors involved are different. Using social tax expenditures might provide politicians with a 
way to avoid traditional well-informed social policy elites (like trade unions representatives, 
officials from social security institutions, etc.) who are usually associated to formal processes of 
social policy negotiations in many countries
9
.  
                                                          
8 In France for example, while both Left and Right-wing governments have supported a tax reduction scheme for the 
purchase of household services, the Left has usually attempted to lower the ceiling of benefits in order to reduce the windfall 
effect from which the wealthiest households benefit.  
 
9 For instance, in France social partners formally control the use of public subsidies to collective childcare structures, since 
they are in charge of administering the national family allowances fund (CNAF), i.e. the social security fund dedicated to 
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Reforming institutional aspects of social policy often requires the voting of a dedicated law. Some 
minor measures can be tucked in any omnibus bill, but more important changes require a specific 
text. Yet, for institutional and political reasons, the window of opportunity to pass a bill on social 
policy does not open often, and can be costly (both politically, as conflict on these issues can be 
high, and in time invested, because the legislative debate is often quite long). On the contrary, the 
window of opportunity to create, modify or suppress tax expenditures opens at least once a year 
(possibly more often) through the budget bill. It is, so to speak, permanently open. Thus, when a 
government wants to intervene quickly on a social topic, the less costly way (from a legislative 
point of view) and the fastest way could possibly be to modify the tax code by writing an 
additional article to the budget bill. Any measure taking this form can be technically implemented 
within at most one year (in practice, a decision passed in November can even be effective in 
January), whatever the constraints on the legislative agenda. 
This point can be illustrated by the changes in the legislation concerning care for the elderly in 
France. The two main schemes for dependant elderly there are an in-kind benefit (“allocation 
personnalisée d‟autonomie”) and a targeted tax reduction. Both schemes are designed to support 
the cost of personal care, the former being a means-tested measure targeting the neediest, the latter 
being mostly used by the wealthiest (Carbonnier, 2015). Between 1991 and 2014, there were three 
legal changes to the in-kind benefit (concerning its scope, eligibility, etc.) in 1997, 2001 and 2003; 
these three reforms were each included in a specific bill, each voted in Parliament during a process 
that lasted at least three months. During the same period, comparable changes to the targeted tax 
reduction (ceiling, eligibility) happened eight times, mostly through simple articles in the budget 
bill (1992, 1995, 1997, 2002, 2003, 2005 and 2011) (Carbonnier, 2015). 
Tax expenditures are also likely to be implemented by Finance ministries administration rather 
than Social Affairs ministries. For instance, in the UK, one important difference between the 
traditional Family Credit benefit, which was a direct expenditure, and the Working Family Tax 
Credit introduced under the New Labour administration in 1999, had to do with the fact that the 
administration of the benefit was transferred from the Department of Social Security to the 
Department of Inland Revenue (Clegg, 2015). Such transfer is likely to bear consequences on the 
policy itself, both at the time of the reform and in the long run (although the nature of these 
consequences might vary, notably depending on the leadership of the Treasury). Indeed, the 
interests of officials in the two types of ministries are not necessarily aligned. Social Affairs 
ministry officials are likely to oppose budgetary cutbacks more strongly, as these amount to the 
dismantling of their area of expertise. Finance ministry officials on the other hand, are likely to be 
primarily sensitized to the issue of budget balancing, while social policy objectives come into 
consideration only as secondary and often contradictory aims. Family policy in Poland provides a 
good example of such conflicting objectives. A tax expenditure for family was introduced in 2006, 
and proved to benefit mostly higher income families. In 2007, discussions to include a negative 
income tax mechanism to remedy that problem were cut short, partly because of the objections 
from officials from the Ministry of Finance that the amount of foregone revenue would be too 
high, especially as the country was entering the Eurozone‟s Excessive Deficit Procedure 
(Polakowski and Szelewa, 2015:6). 
4. Hypothesis 4: STEs can be mobilised to encourage the partial privatization of welfare 
While our sample indicates that the existing literature on STEs has mainly paid attention to those 
                                                                                                                                                                                     
family policy. Thus they are usually very sensitive to, and look carefully at reforms modifying the amount of the allowances, 
or using the fund for any other purpose. On the other hand, they have no direct control on the variation of childcare tax 
credits (they can at best express an opinion through the Haut Conseil à la Famille, a broad consultative body in which the 
main stakeholders are family associations.) 
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mobilized in reforms contexts in the fields of new social risks, the OECD data shows that pensions 
and healthcare nonetheless stand for the lion-share of STEs in many countries. These policy 
sectors are also those which stand for the largest share of total public social expenditure, and those 
for which governments are keenest to curb the further expansion.  
In this context, STEs can be used to encourage individuals to turn towards private insurances to 
reduce reliance on public insurance programs. But they can also be a way of shifting resources to 
private sectors providers. The privileged instrument to do this is tax expenditures conditional on a 
private expense (tax subsidies to service producers may also exist). Indeed, as clearly born out by 
the US example, fiscal welfare instruments can be used to foster and organise private markets, 
such as in the fields of healthcare or pensions. Not only do tax incentives support private 
activities, they also determine the form and content of the service delivered as well as the pattern 
of competition between service providers.  
Tax expenditure schemes aim to stimulate either supply or demand of private welfare services. By 
creating incentives for firms to develop their activities and by supporting the demand, these tools 
can foster the creation of a previously non-existent private market for social services, or favour 
their expansion. Indeed, in countries where mandatory generous public insurances prevail, private 
insurances usually tend to be crowded out: the demand for insurance is already addressed, and a 
large share of workers‟ gross wage is already dedicated to social contributions to the mandatory 
public insurance. In those contexts, tax incentives for employers‟ participation in occupational 
welfare schemes is a clear example of STEs directly participating in shaping a private market. 
Another example of this is the introduction of tax credit schemes in a number of Continental and 
Nordic countries, with the explicit aim of fostering the development of a personal household 
services sector for both care and non-care needs (Morel, 2015; Carbonnier and Morel, 2015). 
Beyond creating supply and demand, fiscal welfare instruments are also a convenient tool to 
provide resources fostering the development of the private welfare sector: they effectively allow 
diverting earmarked public resources towards private schemes. For example, in France, 
employers‟ contributions to collective private social insurance (health and/or pensions funds) can 
be partly exempted from contributions to mandatory social insurances. Such an arrangement 
allows a partial transfer of public resources to private schemes: the share of labour cost which 
should accrue to public social security funds through social contributions is diverted to a private 
insurance. In France in 2011 the resources diverted from social security to private insurances 
amounted to at least 4.5 billion euros for health insurance and 2.5 billion euros for pensions while 
the market for private insurance amounted to 30 and 10 billion euros respectively (Zemmour 
2013).  
Finally, in addition to creating or supporting the market, the use of STEs might also allow 
determining its functioning. Indeed, tax expenditures conditional on private consumption need to 
be associated to a legally defined service. And this specification is an opportunity for the 
government to formulate what it wants the market to produce. It could restrain the target either to 
approved providers or, more often, to services fulfilling certain characteristics. Thus, other 
services, in a business close to but excluded from the target of the tax breaks, are disadvantaged 
(the stronger the incentive, the stronger the effect). A case in point is the private market for health 
insurance in France, as exposed by Turquet (2006) and Kerleau (2009). As explained above, 
private health insurance contracts are supported by a payroll tax exemption that amounts to about 
25% of the price of the contract. Yet this tax expenditure is restricted to i) compulsory 
occupational schemes, regulated by a collective agreement, and ii) schemes offering a minimal 
“care basket” and excluding certain forms of risk selection. The introduction of this tax exemption 
(which has been subjected to several evolutions during the 2000s) has strongly disadvantaged 
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other forms of health insurances (such as individual and voluntary contracts), which used to 
dominate the field, and has created a strong incentive for providers to redefine their offer in order 
to fulfil the eligibility criteria. The on-going reorganisation of the sector of private health 
insurance in France (in favour of occupational private insurance contracts) cannot be understood 
at all if this dimension is not taken into account (e.g. Batifoulier, Domin and Gadreau, 2008; 
Dormont, Geoffard and Tyrole, 2014). It should be noted that in that precise case, far from 
signalling a rollback of public intervention in favour of a “free” market, STEs appear in reality to 
be a (costly) means of publicly developing and organizing a private market. 
 
Conclusion 
 
Based on the above discussion, it is safe to conclude that the issue of STEs in European welfare 
states is a subject that needs to be more thoroughly researched. STEs are present in Europe, in 
substantial amounts; they are present in reform contexts, in very different countries; but we still 
lack a good understanding of both the ways in which they are mobilized, as well as their longer 
term effects on these welfare states. This paper aimed to acknowledge that much and to propose a 
research agenda. We mapped out the existing knowledge on the subject, identified the gaps in the 
literature and developed hypotheses to account for the growing use of fiscal welfare instruments in 
Europe. These remain to be empirically tested. In that sense, the present paper is the first building 
block of a larger project, which will lead to more empirical research in the near future.  
It remains to add that the hypotheses drafted in the second part of this article might very well be 
particular to a specific context and time from which most of our example are drawn, namely the 
1990s and early 2000s. Yet this context is changing, which means new hypotheses are probably 
going to prove necessary.  Thus, although STEs might have proved to be useful tools in the face of 
increased pressure on traditional spending instruments since the 1990s, the renewed fiscal 
surveillance applied in the EU (and especially in EMU countries) since the 2012 crisis means that 
tax expenditures are progressively taken into account in budgetary rules as well: for instance the 
new European System of Account issued in 2010 prescribes that the part of tax credits that is paid 
out to beneficiaries should be reported as public expenditures. A European Regulation adopted in 
2011 now prescribes yearly detailed reporting of tax expenditures as well as their impact on state 
revenues in EU countries. This renewed attention to tax expenditures in accounting systems could 
explain the multiple instances, since 2010, of suppression of tax expenditures in order to broaden 
the tax base (examples are the United Kingdom 2010, Greece 2010, Portugal 2010, Ireland 2010, 
and France 2010
10
). In this new context, STEs might be as susceptible to cuts as traditional social 
spending; future research should also take this changing context into account, and look in 
particular at the issue whether some types of STEs are more likely to be cut than others. 
 
 
                                                          
10 In France since 2010, we witnessed a general policy of reducing the generosity of certain tax benefits (reduction of ceiling on 
Quotient Familial, freeze of the Prime Pour l’Emploi…) 
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Annex 1: Policy classification used for the graphs based on Adema et al (2014) 
 
Data from Adema et al. is not organized according to a cross-country categorization, but 
displays individual country‟s classification, when they have one in the first place. We 
recoded each individual measure according to its primary policy function. The 
classification in 7 categories used to construct the graphs in this article is thus our own, 
and is done according to the following:  
 
Employment  
(includes « make work pay » policies, which could also count as income support and 
sometimes as Family policy): 
 Education and training measures 
 Employment policies (i.e. mostly incentives to increase jobs supply for specific 
categories) 
 In-work benefits (including support to working families)  
 
Family 
 Childcare  
 Support to families (out of work)  
 
Health 
 Accidents and injuries  
 Dependency  
 Disability  
 Healthcare  
 
Housing 
 
Income support (out of work, non-elderly) 
 Low-income support  
 Termination benefits  
 Unemployment  
 
Retirement 
 Pensions (measures classified as «memorandum » items by the OECD) 
 Incentives for pensions and asset formation (non-memorandum) 
 Retirement preferential treatment   
 Support to the elderly  
 Survivors  
 
Other 
 Charity  
 Culture  
 Urban planning  
 Other (non-specified in data) 
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Annex 2: Procedure for the systematic text analysis 
 
In order to test our hypothesis that STEs were incidentally present in the literature on 
welfare state reforms albeit not analysed, we selected 25 major books among classics of 
welfare state and welfare reform studies published in the last 20 years. We systematically 
excluded (the few) books that were specifically focusing on the subject of fiscal welfare or 
tax expenditures. If a collective book included a specific chapter on “fiscal welfare”, the 
book was dismissed altogether. We originally selected 37 books, of which 12 were not 
available in an electronic version. The availability of electronic versions was a necessary 
prerequisite to our search, since the keyword we looked for are usually not reported in the 
index (which in itself is an indication of the lack of attention paid to STEs the literature). 
Thus, we reduced this list to the 25 books for which a systematic word search (using a 
software search tool) was possible. 
 
We limited our search to books published after 1990. In order to avoid geographical 
biases, we deliberately focused on generalist books (i.e., not specialized in any 
geographical areas). Yet, taking into account an expected over-representation of reforms 
in the US (where STEs have indeed been studied) in the literature, among reforms 
associated with our keywords (indeed most of the existing scholarship on the subject is 
American, and looks at the American welfare state), we added some books dedicated to 
specific European geographical areas. The distribution of books is as follow: 
 
Type of books Initial distribution Final distribution (without those 
books only available in paper 
version) 
Generalist books 26 16 
Focus on Continental countries 4 3 
Focus on Nordic countries 5 4 
Focus on Eastern European 
countries 
1 1 
Focus on Southern European 
countries 
1 1 
 
 
We conducted a systematic text analysis on the 25 remaining books, using a list of 17 
keywords such as “tax expenditure”, “tax credit”, “tax deduction”, etc. (complete list of 
keywords in annex). Out of the 25 books, two books gave no results at all for any of the 
keywords. In the remaining 23 books that were analysed, we found 232 relevant 
occurrences. 209 could be meaningfully analysed (i.e. it was possible to read the whole 
paragraph or section that included the quotation). Figure 1 was based on these 209 
occurrences; the reason the total is 217 is because some occurrences corresponded to 
multiple policy sectors, and were counted as 1 occurrence for each of them.  
 
Out of the 209 occurrences that we considered “meaningful”, 56 corresponded to 
theoretical discussions of STEs as concepts, without reference to any particular 
instruments. 153 occurrences were references to concrete existing instruments. In these 
153 occurrences, 73 were static descriptions of welfare arrangements comprising fiscal 
welfare (although it was generally not labelled as such, but merely included in the 
description of a larger welfare policy). 80 occurrences were mentions of fiscal welfare 
instruments mobilized in a dynamic reform context (this was our interpretation and was 
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stated as such in those books). We further excluded occurrences for which we lacked 
relevant descriptive characteristics (country and date of the reform, type of instrument, 
policy domain, stated reform objective...). We obtained a list of 65 occurrences where 
fiscal welfare instruments were used in a process of welfare state reform about which we 
had sufficiently detailed information to conduct a meaningful analysis. Observations 
regarding this sample of fiscal welfare instruments in reform contexts that are 
„incidentally‟ mentioned in the literature are summarized in the following table. 
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1. This is not an exhaustive list
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List of key words (we systematically looked for plural as well): 
- Exemption 
- Fiscal welfare 
- Tax allowance 
- Tax benefit 
- Tax break 
- Tax concession 
- Tax credit 
- Tax cut 
- Tax deduction 
- Tax expenditure 
- Tax incentive 
- Tax loophole 
- Tax reduction 
- Tax rebate 
- Tax relief 
- Tax subsidy 
- Tax advantage 
 
List of the 23 books analysed:  
 
1. Anttonnen Anneli (2012), Welfare State, Universalism and Diversity, Edward Elgar 
Publishing. 
2. Hemerijck Anton (ed) (2013), Changing Welfare States, Amsterdam University Press. 
3. Palier Bruno (ed)(2010), A long goodbye to Bismarck: the politics of welfare reform in 
Continental Europe, Amsterdam University Press. 
4. Ebinghaus Bernard and Philip Manow (2001), Comparing Welfare Capitalism: Social 
Policy and Political Economy in Europe, Japan and the USA, Routledge. 
5. Arndt Christopher (2013), The Electoral Consequences of Third Way Welfare State 
Reforms, Amsterdam University Press. 
6. Mayes David, Anna Michalski (2013), The Changing Welfare State in Europe: The 
Implications for Democracy, Edward Elgar Publishing. 
7. Huber Evelyn and John Stephens (2001), Development and crisis in the welfare state;  
parties and policies in global markets, The University of Chicago Press. 
8. Emmenegger Patrick, Haüsermann Silja, Palier Bruno, Seileeb-Kaiser Martin (2012), 
The age of dualization. The changing face of inequality in deindustrializing societies, 
Oxford University Press. 
9. Castles Francis, Stephen Leibfried, Jane Lewis, Herbert Obinger, Christopher Pierson 
(2010), The Oxford Handbook of the Welfare State, Oxford University Press. 
10. Bonoli Giuliano, Klaus Armingeon (2006), The Politics of Post-industrial Welfare 
States: Adapting post-war social policies to new social risks, London/New York : 
Routledge 
11. Esping-Andersen Gösta (1996), Welfare States in transition: National Adapatations in 
Global Economics, Sage Publications LTD. 
12. Esping-Andersen Gösta (1999), Social Foundations of Post-industrial Economies, 
Oxford University Press. 
13. Schustereder Ingmar J. (2009), Welfare State Change in Leading OECD countries: the 
influence of Post-industrial and Global Economic Development, Springer. 14. Kananen 
Johannes (2014), The Nordic Welfare State in Three Eras From 
 33 
 
Emancipation to discipline, Ashgate. 
15. van Kersbergen Kees (2013), Comparative welfare state politics: developments, 
opportunities and reform, Cambridge University Press. 
16. Ferrera Maurizio (2004), Welfare State Reform in Southern Europe: Fighting Poverty 
and Social Exclusion in Greece, Italy, Spain and Portugal, Routledge. 
17. Kauto Mikko (1999), Nordic Social Policy: Changing Welfare States, Routledge. 18. 
Kauto Mikko, Johan Fritzell, Bjorn Hvinden, Jon Kvist, Hannu Uusitalo (2001), 
Nordic Welfare State in the European Context, Routledge. 
19. Kildal Nanna, Stein Kuhnle (2005), Normative Foundations of the Welfare State: the 
Nordic Experience, Routledge. 
20. Gilbert Neil (2004), Transformation of the WS. The silent surrender of public 
responsibility, Oxford University Press. 
21. Pierson Paul (2001), The New Politics of the Welfare State, Oxford University Press. 
22. Silja Haüsermann (2010), The Politics of Welfare State Reform in Continental 
Europe: Modernization in Hard Times, Cambridge University Press. 
23. Kuhnle Stein (2000), Survival of the European Welfare State, Routledge. 
 
List of the 2 books which showed no relevant results: 
 
1. Cook Linda J. (2007), Post-communist Welfare States, reform politics in Russia and 
Eastern Europe, Cornell University Press. 
2. Kettunen Pauli, Klaus Petersen (2011), Beyond Welfare State Models: Transnational 
Historical Perspectives on Social Policy, Edward Elgar Publishing. 
 
List of the 12 books which were not available in electronic format: 
 
1. Beramendi Pablo, Silja Haüsermann, Herbert Kitschelt, Hanspeter Kriesi (2015), The 
Politics of Advanced Capitalism, Cambridge University Press. 
2. Clarke John (2004), Changing Welfare,Changing State: New directions in Social 
Policy, Sage Publications LTD. 
3. Dingledey Irene, Heinz Rothgang (2009), Governance of Welfare State Reform: a 
Cross-national and Cross sectoral comparisons of Policy and Politics, Edward Elgar 
Publishing. 
4. Ebinghaus Bernard (2011), The varieties of pension governance: pension privatization 
in Europe, Oxford University Press. 
5. Esping-Andersen Gösta (1990), Three worlds of welfare capitalism, Cambridge, UK: 
Polity Press. 
6. Harslof Ivan, Rickars Ulmestig (2013), Changing Social Risks and Social Policy 
Responses in the Nordic Welfare States, Palgrave Macmillan. 
7. Lehmbruch Gehrard, Frans van Waarden (2003), Renegotiating the Welfare State: 
Flexible Adjustment through Corporatist Concertation, Routledge. 
8. Mishra Ramesh (1999), Globalization and the Welfare State, Edward Elgar Publishing. 
9. Pestieau Pierre (2005), The Welfare State in the European Union, Economic and Social 
Perspectives, Oxford University Press. 
10. Pierson Christopher (1998), Beyond the welfare state? The New political economy of 
welfare, Polity Press. 
11. Taylor-Gooby Peter (2004), New Risks, New Welfare: the transformation of the 
European Welfare State, Oxford University Press. 
12. Taylor-Gooby Peter (2005), Ideas and Welfare State Reform in Western Europe, Palgrave 
Macmillan. 
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